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amount of commodities it will purchase in that country. It is that purchasing power, and nothing else, which gives it value.
If I live in one of these countries and hold a quantity of the money of the other, the only way in which it can be exchanged for the money of my own country is by sending it to the foreign country, purchasing something with it there, bringing the purchase to my own country and selling it for the money of that country.
To ascertain the relative value of the money of the two countries we must, therefore, ascertain the ratio of exchange of the two commodities to which we have supposed the international trade to be confined. In that way, and in no other way, can the relative value of the two monies, or rate of exchange, be determined.
If we denote the two countries by A and B and assume that at any time the two commodities exchange in the ratio of Q to q and that the prices in the respective countries are P and p, the relative value of the money of the two countries, or rate of exchange between them, will be given by the following equation in which the sign of equality denotes equality of value and not numerical equality.
1 The reader will observe that I have omitted to take into account freight, profit, insurance and so forth. I follow this course because their omission simplifies the equation and does not Affect the soundness of the argument in favour of the principle which I wish